STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
PUBLIC UTILITIESCOMMISSION

IN RE: THE NARRAGANSETT ELECTRIC :
COMPANY, DEMAND-SIDE ) DOCKET NO. 3635
MANAGEMENT PROGRAMS FOR 2005
REPORT AND ORDER

Introduction

Since 1989, the Commission has annually reviewed the design and
implementation for Narragansett Electric Company’'s (“Narragansett” or “Company”) -
proposed Demand Side Management (“DSM”) programs which are paid through a
required assessment of an adjustment factor. The Utility Restructuring Act of 1996
(“URA™), as amended and set forth in Title 39 of the Rhode Island General Laws, has
codified a charge of 2.0 mills per kilowatt-hour for the 2003 programs, unless the

i Although the law provides the funding for the

Commission approves a higher factor.
programs and states that the Company shall administer the programs, the Commission
continues to have the responsibility for reviewing the design and implementation of
Narragansett’s DSM programs.
. Pre-Filing Proceedings

In Commission Order No. 17927 in Docket No. 3463 (In re: the Narragansett
Electric Demand-Side Management Programs for 2004), the Commission ordered
Narragansett to file a proposed shareholder incentive plan no later than September 1,

2004. The Commission indicated that Narragansett could seek Commission action prior

to September 1, 2004 on the shareholder incentive mechanism. Narragansett was

' R.I.G.L. § 39-2-1.2(b) provides this level of funding for DSM programs for a ten-year period beginning
January 1, 2003.



required to file no later than September 15, 2004 its proposed 2005 programs and budget,
or the parties could file a Settlement no later than September 15, 2004 regarding
proposed 2005 programs and budget. However, the Commission stated that in no event
shall a Settlement address the shareholder incentive mechanism unless prior Commission
action has been sought.

In response, on July 7, 2004, the parties to Docket No. 3463 attended a Technical
Record Session at the Commission’s Offices, 89 Jefferson Boulevard, Warwick, Rhode
Island to discuss shareholder mechanism design. At the conclusion of the Technical
Record Session, the parties requested the opportunity to pose questions to the
Commission for its review and consideration prior to incorporating changes into a filing.
The Commission agreed to review and discuss issues raised by the parties. At its Open
Meeting on July 29, 2004, the Commission discussed issues raised by the partiesin a July
17, 2004 letter. Therefore, the prerequisite action required prior to the filing of a
Settlement was satisfied.

I1l.  Settlement of the Parties

On September 30, 2004, Narragansett filed a Settlement of the Parties (2005
Settlement”), entered into by the Rhode Island Division of Public Utilities and Carriers
(“Division”), The Energy Council of Rhode Island (“TEC-RI”), the Rhode Island State
Energy Office (“SEQ”), the Coalition for Consumer Justice (“CCJ’), People’'s Power &
Light (“PP&L"), and Narragansett (collectively, “the Col I<';\borative”).i':I

The Collaborative reiterated the six criteria for DSM programs, namely, (1) cost-

effectiveness, (2) ability to serve a large number and broad mix of Rhode Island

2 On August 27, 2004, Narragansett was granted an extension of time to October 1, 2004 to file a
Settlement. A copy of the Settlement with all attachments is attached hereto as Appendix A and
incorporated by reference.



customers, (3) maximization of long-term savings, (4) ability to capture potential lost
opportunities for efficiency improvement, (5) promotion of market transformation, and
(6) support of long-term electricity supply and reliability obj ectives.EI

The Settlement noted that Narragansett has projected spending the entire caendar
year 2004 DSM budget and that savings goals will be achieved. However, the Company
also projects carrying a negative fund balance in the amount of $288,510 into 2005 due to
less than expected revenues during 2004. The Company will file its Y ear-End Report no
later than May 1, 2005.m The Collaborative agreed that the portfolio of programs and
services for 2005 have an overall projected budget of $21,737,600, $5,751,600 allocated
to Residential programs, $11,820,600 alocated to Large Commercial and Industrial
(“C&I™) programs, $3,164,500 allocated to Small C&I programs, and $673,500 allocated
to the Company Incentive, $27,400 allocated to the load response program and $300,000

alocated to program design and e'valuation.EI

The Collaborative agreed to alow the
Company to transfer funds from one program to another within a sector with prior
Division approval. The Company will be allowed to transfer funds from one sector to
another with prior Division approval if the transfer from a sector will reduce the approved
budget from that sector by 20% or less. Transfers that will reduce a sector budget by
more than 20% will require prior Commission approval. The Company will not be
permitted to adjust its incentive target calculations for any transfers between sector
budgets except where such budget level changes as a result of the May 2005 True-up

filing &

3 Joint Exhibit 1 (Settlement), p. 3.
41d. at 4.

®|d. at p. 6, Attachment 5, p. 1.
®1d. at 6-8.



The Collaborative agreed to continue the eight 2004 residential programs, namely,
the EnergyWise Program, Appliance Management Program (“*AMP’), EnergyStar
Appliances Program, EnergyStar Heating Program, EnergyStar Central Air Conditioning
Program, EnergyStar Lighting, Energy Efficiency Educationa Programs and EnergyStar

Homas.IZI

The proposed residential program changes include increased participation and
lower rebates in the EnergyStar Appliances and Lighting programs, doubling of the goal
for the EnergyStar Air Conditioning program, obtaining participation of all of Rhode
Island’s vocationa schools in the EnergyStar Homes training program and closing the
Home Energy Management (water heater control) program.EI

Other specific changes are included in the EnergyStar Appliances program where
the Company will discontinue direct incentive payments to salespeople for promoting
EnergyStar appliance sales. A new aspect of the program will be coordination with a
retaller to develop a turn-in event for room air conditioners and dehumidifiers.
Participants will receive a rebate for a new EnergyStar qualifying unit and will ensure

proper recycling of the old units.EI

Similarly, as part of the EnergyStar Lighting program,
the Company will coordinate with a local retailer for a turn-in event for halogen
torchieres.lﬁI The rebate structure of the EnergyStar Homes program will be adjusted to
encourage higher Home Energy Rating Scores (“HERS’). In the past, builders received

an incentive for reaching the minimum HERS scores for EnergyStar Homes. That will be

eliminated and in its place, additional rebates will be available to cover the incremental

.
1Id.

81d. at Attachment 1, p. 19.

°|d. at Attachment 1, pp. 25-27.

1919, at Attachment 1, p. 32.



cost of achieving higher HERS ratings. In order to increase participation, there will be an
additional incentive to a builder constructing his or her first EnergyStar Home.EI

The Collaborative agreed to changes to the Large Business Services and Small
Business Services programs in the areas of Lighting, HVAC Chillers (under Design
2000plus), Variable Speed Drives (under Energy Initiative and Design 2000plus),
Customer Measures, Other Services (under Energy Initiative and Design 2000plus) and
overall Small Business Services.

Specificaly regarding the Small Business Services Program, the Collaborative
agreed to increase the digibility of Customers to include an average monthly demand of
less than 200 kW, or annual energy usage of less than 300,000 kWh, with a $311,000
budget increase to accommodate anticipated increased participation. The 2005 programs
will build on the experiences gained during 2004. In 2005, the Company will coordinate
its Energy Initiative Program services with the SEO’'s Energy Services Company
(“ESCQ”) initiative. Customers in the 100 kW to 200 kW range who participate in the
ESCO program and receive Energy Initiative rebates will be counted as Energy Initiative
partici pants.EI

Specificaly regarding the Large Business Services Program, the rebate for
Energy Initiative for select measures will be reduced from 40% to 35% of the total costs.
The Company will offer a Custom Lighting measure option for Design 2000plus based
on lighting power density (watts per square foot). The Company will explore

opportunities for LED retrofits on State-owned traffic signals. The Company will lower

incentives on 150 to 300 ton water chillers and will increase the incentive for large 300 to

11d. at Attachment 1, p. 36-37.
121d. at Attachment 2, pp. 1-3.



1,000 ton water cooled chillers. The Company will expand the list of variable speed
drive measures that are eligible for prescriptive incentives. The Company will reduce the
Energy Initiative incentives on Custom Measures from 45% to 40% of the total costs, or
a a level that buys the equipment down to a two-year payback to the customer,
whichever is less. The Company will integrate Advanced Building Design Guidelines
(ABDG) into its current programs to target and encourage more comprehensive treatment
for medium size new construction buildi ngs.h'*_’il

The Collaborative agreed that the Company will be entitled to earn a shareholder
incentive if certain goals are met in order to continue providing an incentive to
shareholders for their support of programs designed to reduce Narragansett’s load. The
shareholder incentive mechanism will include two components. (1) five performance-
based metrics and (2) kWh savings targets by sector. Each of the five performance-based
metrics will provide the Company the opportunity to earn up to $15,000. There are two
metrics in the residential sector, two in the Large Business Services/C&| sector and one
in the Small Business Services/C&| sector. The Settlement sets forth preliminary goas
which will be updated and finalized based on 2004 numbers as part of a March 31, 2005
filing 14

Residentia Metric One relates to EnergyStar Homes. The goa of the metric isto
increase the penetration of signed builders agreements in 2005 by 3 percentage points
compared to the penetration achieved in 2004. The Company will be entitled to receive

67%, or $10,000, of the $15,000 incentive if the percentage signed is equal to the 2004

performance. Residential Metric Two relates to EnergyWise Targeting. In order to meet

3 1d. at Attachment 3, pp. 1-17, Attachment 4, pp. 1-2.
“1d. at 9-10.



this metric, the Company will actively target customers who have not previously been
served by the EnergyWise program for participation in the program. The Company can
earn the full $15,000 incentive if it serves 100 customers from the two targeted groups. It
will be entitled to receive 60%, or $9,000, if it serves 60 partici pants.E‘|

C&I Metric One is related to Building Operator Training and Certification. In
order to meet the metric, the Company must enroll 25 Rhode Island facility building
engineers, technicians, contractors, or operators in the Northeast Energy Efficiency
Partnerships — Level 2 — O&M training and certification course. The Company can earn
80%, or $12,000, of the full incentive if it enrolls 20 participants. C&l Metric Two
relates to High Performance Schools. In order to meet the metric, the Company must
contract with two more schools than the number contracted with in 2004 through Design
2000plus. The Company can earn 67%, or $10,000, if it contracts with the same number
of schools in 2005 as in 2004, or 83%, or $12,500, if it contracts with one additional
school. C&l Metric Three is related to Comprehensiveness in Small Business
Installations. In order to earn the full incentive, the Company must achieve 2 percentage
points greater comprehensiveness in Small Business Services in 2005 than the percentage
it achieved in 2004. The percentage will be calculated as the number of completed non
prescriptive lighting or other customer energy efficiency measures (excluding custom
walk-in cooler only measures) divided by the number of participant locations (excluding
custom walk-in cooler only participants) in 2005. The Company will exclude from this
metric and assessment of its performance the target customers in the 100 kW to 200 kW
range who participate in the SEO’s Energy Services Company Initiative (“ESCQO”)

program in order to avoid taking advantage of free riders. The Company can earn 60% or

21d. at Attachment 7, pp. 2-5.



$9,000 of the incentive if the comprehensiveness percentage is equal to 2004
performance.E|

The target incentive rate for the kWh savings goa is 4.40% of the eligible
spending budget. The projected incentive amount is $673,476 in 2005, of which, $75,000
is set aside for the performance based metrics. The threshold performance level for
energy savings by sector will be increased from 45% to 60% of the annual energy savings
goal. The Company will have the ability to earn an additional incentive on savings up to
125% of the target savings. The threshold number can be recalculated under two
circumstances, one of which is as a result of the May 2005 Trut—;nup.'ﬁI The second is if
the assumptions used to develop savings goals change as a result of completed evaluation
studies.El

The projected cost-effectiveness of the 2005 programs, using the benefit/cost test
in place in 2004, is 2.99 to 1.00, meaning that for every dollar spent, benefits valued at
$2.99 are expected to be generated. With regard to reporting requirements, the Company
will file its 2004 Y ear-End Report no later than May 1, 2005. The final goals filing for
each Performance Based metric or a recommended goals filing will be made with the
Commission on or before March 31, 2005.
V.  Settlement Hearing

On November 29, 2004, the Commission conducted a duly noticed public hearing

at its offices at 89 Jefferson Boulevard, Warwick, Rhode Island to consider the propriety

of the proposed Settlement. The following appearances were entered:

16 1d. at Attachment 7, pp. 5-10.

Y The May True-up compares the 2004 actuals to the 2004 projections, including budget, expenditures,
goals, and participation.

18 Joint Ex. 1, pp. 10-12.



FOR NARRAGANSETT: Laura S. Olton, Esqg.

FOR THE DIVISION: William K. Lueker, Esq.
Specia Assistant Attorney General

FOR THE COMMISSON: Cynthia G. Wilson, Esqg.
Senior Lega Counsel

The following witnesses were sworn: Al Contente, Division Engineer, Timothy
Woolf, Division Consultant, David Stearns, Division Rate Analyst V, Narragansett
witnesses Carol White, Laura McNaughton, Jeremy Newberger, Michael McAteer, for
the State Energy Office, Janice McClanahan, and for People’'s Power & Light, Erich
Stephens, Executive Director.

Ms. White opined that the primary reason 2004 revenues were below projections
was the mild summer and fall weather.h“_qI Mr. McAteer noted that RISE Engineering
again won the competitive bid process for providing 2005 program implementation
services. Mr. McAteer also discussed reorganization of the business service department
with the goa of providing the same level of services to business accounts with more

efficiency. ™

Ms. White noted that the compensation changes associated with the
reorganization will reduce the payroll dollars that are charged to the DSM account in
2005.EI Addressing another budget issue, Ms. McNaughton indicated that Narraganset
can produce more kWh savings with fewer funds due to negotiated cooperative
promotions with retailers or manufacturers. Participating in these promotions allows

Narragansett to shift costs for promoting the rebates to retailers and manufacturers.i'EI

¥ Tr. 11/29/04, p. 21.
2d. at 21-22.
2|d. at 26-27.
2d. at 65-70.



Ms. McNaughton explained that with regard to the outreach to the former Home
Energy Management customers with electric water heaters for participation in
EnergyWise services, of the 4,000 customers, 1,500 had already received EnergyWise
services. For the remaining customers, the Company would use direct mail and follow-
up telemarketing. Customers will receive the information regardless of whether they
initiate contact with the Company. &l

Ms. McClanahan explained the ESCO which will be run by the SEO. This small
business program “piggy-backs’ off of the Narragansett DSM small business program
and requires at least one fossil fuel measure in a building. The SEO has targeted
businesses for participation in the ESCO program using information from Narragansett.
However, Mr. Newberger explained that while the measures may be similar to
Narragansett DSM programs, the ESCO program participants will only be included in the
Small Business participation metric if RISE is delivering the services as opposed to
another vendor. Additionally, if a rebate is provided, the customer will be counted
toward the metric.EI

Addressing rebates in the Small Business Services category, Mr. McAteer noted
that with regard to the co-pay which can be spread over twenty-four months, there are
very few delinquent payments. He maintained that the repayment period assists small
companies greatly and is one reason for the success of the programs. He noted that most
of the measures are so cost effective that many customers receive a positive cash flow

within ayear &

3 |d. at 27-34.
2 1d. at 37-40.
% |d. at 40-41.

10



Discussing the Demand Response Audits and the implementation of Demand
Response Programs, Mr. Newberger agreed that the purpose of both initiatives is to defer
upgrading of facilities. However, in response to a question regarding why audits are an
appropriate use of DSM funds and the Demand Response Programs are not, Mr.
Newberger argued that there is a difference in that the purpose of the DSM programs
overal is to save energy throughout the entire year rather than at a specific time of the
year. Mr. Woolf responded that perhaps it would be more appropriate to exclude
Demand Response Audits from the DSM budget than to include Demand Response
Programs in the DSM budget. However, he indicated that the Company had argued
effectively that there are efficiencies in having the audits made part of the DSM programs

bal

in order to avoid a duplication of efforts by Company employees.™ Mr. Woolf did agree

with questioning from the Bench that “it might be worth investigating further the
efficiencies of combining the two versus having them done separately.” ]

Addressing the shareholder incentive structure, Ms. White clarified that the
maximum shareholder incentive that can be earned in 2005 is $823,000 versus $695,000
earned in 2004, an 18.4% increasze.EI Funds in excess of the budgeted $673,000 that can
be earned for 100 percent performance in 2005, or $150,000, will be borrowed from the

2006 budget. However, Ms. White opined that Narragansett will not exceed the savings

goasin all areas. Furthermore, Mr. Woolf testified that the goals are an improvement

% |d. at 41-49.
27 |d. at 50.
B d. at 61.
2 d. at 61-64.
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over 2004 and will be reevaluated again for 2006. Mr. Stephens testified that the goals
are harder in 2005 and if not, they can be addressed for the 2006 programs.ﬁI

In response to a question from the Bench regarding the kinds of audits or checks
and balances that exist to ensure continuation of the integrity of the programs and budget,
Mr. Woolf explained that while an outside auditor could be brought in, other states
undertake such reviews through entities equivalent to the DSM Collaborative, the
Division or the Commission. Mr. Woolf also pointed out the internal controls that
Narragansett has in place. Additionally, counsel for the Division further explained the
processes undertaken by members of the Collaborative to ensure the integrity of the

kol The Bench indicated that there is no need for an additional layer

programs and budget.
of bureaucracy and that as long as other people are reviewing the integrity of the
programs and budgets and are satisfied that “the pieces are in place to give reasonable
assurance that the numbers are valid on a test basis, or however they might be reviewed,
and that conclusion drawn, then that would satisfy my concern.”EI
V. Commission Findings

After the close of the hearing, the Commission considered the evidence and

rendered a unanimous Bench decision to approve the Settlement as filed. The

Commission noted that the parties had put a great deal of work into developing the

%0 |d. at 64-65. Furthermore, in pre-filed documents, it was noted that the performance in 2005 will be the
baseline performance (100 percent goal) for like programsin 2006, thus forcing the Company to “stretch”
to receive the same level of incentive as the prior year. In other words, if the Company exceeds a goal by
10 percent in 2005, that level of achievement will be the 100 percent goal for 2006.

3 |d. at 92-103. The Company agreed to provide arecord response outlining all of the processesit hasin
place to monitor programs. This response was filed with the Commission on December 14, 2004. The
processes include Tracking and Result Reporting through advanced data systems and the Company’s
Internal Audit department, evaluation studies conducted by the Company’ s Evaluation group, Collaborative
oversight, an Audit of C&| programs performed by the Company’s Program and Policy group, tracking of
residential programs which tie customer participation back to billing by expert outside evaluation firms,
periodic Internal Audits by the Internal Audit department, and Incentive Processing over athree year time
period.

#1d. at 94-97.
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programs and budget and had responded to severa past concerns of the Commission.
The Commission notes that Narragansett and the Collaborative appear to be striving to
improve their programs annually through involvement in regional and national initiatives.
Furthermore, the Company, the Division and the Collaborative as a whole appear to be
undertaking appropriate reviews to ensure the integrity of the programs and budgets. To
add another layer of review absent any findings of impropriety would be a waste of
ratepayer resources.

With regard to the revised shareholder incentive structure, the Commission has
some concern with the increased overal level of potential incentive in light of the fact
that it anticipates borrowing from the 2006 program budget at a time when there was an
anticipated shortfal in the 2004 budget, requiring some 2005 DSM funds to be used to
finalize 2004 programs. However, the Commission takes comfort in the fact that the
level of performance in 2005, if over 100 percent of the savings goal, will be the baseline
for performance in 2006 upon which the Company can earn its incentive. Additionally,
the Commission appreciates the fact that the parties will continue to monitor the savings
goal in order to ensure the proper methodology is being utilized.

Accordingly, it is hereby

(18152) ORDERED:

1 The Settlement filed by Narragansett Electric Company on behalf of the

Parties to this docket dated September 30, 2004, is hereby approved.

2. A Conservation and Load Management Adjustment and Renewable Factor

of $0.0023 per kilowatt-hour is hereby approved for usage on and after

January 1, 2005 through December 31, 2005. Narragansett shall apply

13



$0.002 per kilowatt-hour to its demand side management programs and
shall submit an amount equal to $0.0003 per kilowatt-hour to the State
Energy Office Renewables Programs.
3. Narragansett shall file no later than September 15, 2005 its proposed 2006
programs and budget, or the parties shal file a Settlement no later than
September 15, 2004 regarding proposed 2006 programs and budget. In
the event of a direct non-settled filing by Narragansett Electric Company,
responsive pleadings shall be made no later than October 15, 2005.
4. The Parties shall act in accordance with all other findings and instructions
contained in this Report and Order.
EFFECTIVE AT WARWICK, RHODE ISLAND, PURSUANT TO A BENCH
DECISION ON NOVEMBER 29, 2004. WRITTEN ORDER ISSUED FEBRUARY 17,
2005.

PUBLIC UTILITIES COMMISSION

Elia Germani, Chairman

*K ate F. Racine, Commissioner

Robert B. Holbrook, Commissioner

*Commissioner Racine concurs but is unavailable for signature.
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l. Introduction

This Stipulation and Settlement (“Settlement”) is jointly submitted and entered into by
the Rhode Island Division of Public Utilities and Carriers (“Division”), The Energy
Council of Rhode Island (“TEC-RI”), the Rhode Island State Energy Office (“SEQ”), the
Coalition for Consumer Justice (“CCJ”), People’s Power and Light (“PP&L”) and The
Narragansett Electric Company (“Narragansett” or “Company”) (together, the “Parties™),
and addresses all issues raised by members of the DSM Collaborative® concerning the
Company’s Demand-Side Management (*DSM?”) Programs for the year 2005.

A DSM collaborative group has been meeting regularly since 1991 to analyze and inform
the Company’s DSM programs. Since 1997, the Company has been offering its
programs pursuant to statute, R.1.G.L. 39-2.1.2(b).

Prior stipulations and settlements have set forth the criteria for the Company’s DSM
programs, including that the DSM programs: (1) be as cost-effective as possible; (2)
serve a large number and broad mix of Rhode Island customers; (3) maximize long-term
savings; (4) capture potential lost opportunities for efficiency improvement; (5) promote
market transformation; and (6) support long-term electricity supply and reliability
objectives. Over time, in response to customer feedback obtained through public forums
and elsewhere, the DSM Collaborative has worked to enhance programs for customers by
improving the efficiency and quality of energy-efficient products, expanding services to

customers, and becoming more involved in statewide and regional initiatives.

! Members of the Collaborative presently include the Company, the Division, and the intervenors in this
Docket including the SEO, TEC-RI, PP&L, and CCJ. The constitution of the Collaborative has varied
since 1991, as some organizations have withdrawn and others have joined.
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1. 2004 Program Status

The Company currently projects that it will fully spend its approved DSM budget for
2004 and that sector savings goals will be achieved. As shown in Attachment 6, the
Company currently projects that it will carry a negative fund balance of ($288,510) into
2005 because actual DSM revenues in 2004 are expected to fall short of projected
revenues for the year. The Company will file its Year-End Report regarding the 2004
programs no later than May 1, 2005.

I, 2005 DSM Programs

The DSM programs for 2005 build on the momentum and success of prior DSM
programs and services, and also provide support to the Rhode Island Greenhouse Gas
Process Stakeholder Group’s activities. The Parties agree to the Company’s 2005 DSM
Programs described below?:

A. Residential Programs

In 2005, the Parties agree to continue the residential programs offered in 2004. 3
These programs include the EnergyWise Program, the Appliance Management
Program (Low Income), ENERGY STAR® Appliances, ENERGY STAR
Heating Program, ENERGY STAR Central Air Conditioning Program, ENERGY
STAR Lighting, Energy Efficiency Educational Programs, and ENERGY STAR
Homes. Descriptions of these programs, including expected changes from 2004,
are provided in Attachment 1.

2 Throughout the program year, the Parties may consider additional enhancements beyond those identified
herein as more information becomes available to support an informed review of those potential changes.

® It should be noted, however, that the Home Energy Management program is being discontinued at year
end 2004. A description is included in Attachment 1. Costs for decommissioning this program are
included in the 2005 budget.
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B. Small Business Services Program

The Parties agree to continue the Small Business Services Program in 2005 with
continued emphasis on greater comprehensiveness and custom treatment for non-
prescriptive lighting measure installations in the program. The Company proposes
to raise the eligibility of customers for this program from 100 kW to 200 kW as a
means to better target services to this sector.* A description of the Small Business
Services Program, including expected changes from 2004, is provided in
Attachment 2.

In 2005, program implementation services will be provided by a contractor(s)

selected through competitive bid during the fourth quarter of 2004.

C. Large Business Services Programs

The Parties agree to continue the Energy Initiative and Design 2000plus Programs
in 2005 as described in Attachment 3. The Company intends to build on its
experience promoting better energy performance in commercial facilities by
offering a number of new initiatives including Advance Building Design
Guidelines (ABDG), the U.S. Environmental Protection Agency’s (EPA)
Commercial ENERGY STAR Buildings, and economic development activities.
The ABDG guidelines will promote best efficiency practices in building design
and construction with owners and practitioners. In addition, customers will be
offered the opportunity to benchmark their facilities through the EPA’s
Commercial ENERGY STAR Buildings rating system to encourage businesses to
take advantage of efficiency opportunities. The Company also recognizes the
benefits to working closely with the economic development community in Rhode
Island and intends to focus its services in partnership with the Rhode Island
Economic Development Corporation (EDC) to support EDC’s efforts to

* About 10% of eligible customers in the 100 kW to 200 kW size range participated in the Energy Initiative
program in 2003. This is less than half the participation rate (26%) of customers greater than 200 kW.
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encourage businesses to locate and conduct business in Rhode Island. More detail
on each of these new initiatives is available in Attachment 3.

A preliminary summary of proposed changes and process improvements to these

programs is provided in Attachment 4.

IV.  Budgets and Funding Sources
A. Budgets

The Parties agree that the portfolio of DSM programs and services for 2005 will
have an overall projected budget of $21,737,600. Proposed program budgets are
provided in Attachment 5. A comparison of these proposed budgets to the 2004
budget filed with the Commission on May 28, 2004 in the Company’s “true-up”
filing is also provided in Attachment 5.°

B. Sector Budgets and Transferring of Funds

The Parties propose to use the same methodology that has been used since 2001
for the transfer of funds from one program to another. The Parties agree to
segment the budget into three sectors: residential, small commercial and

industrial, and large commercial and industrial. Transfers may occur as follows:

® For 2005, the Company will have moderately reduced the size of its Business Services
department such that the funding level of the existing compensation plan will be reduced
proportionately. The Company is also re